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AT RI CHMOND, JUNE 29, 2000
APPLI CATI ON OF
DELMARVA POVNER & LI GHT COVPANY
For approval of a plan for CASE NO. PUEO00086
functi onal separation of
generation pursuant to the

Virginia Electric Uility
Restructuring Act

APPLI CATI ON OF

DELMARVA PONER & LI GHT COWVPANY, CASE NO PUA000032
CONECTI V DELMARVA GENERATI ON, | NC,
and

CONECTI V ENERGY SUPPLY, | NC.
For approval of transactions under

Chapters 4 and 5 of Title 56 of
the Code of Virginia

FI NAL ORDER

Hi story of the Case

On February 4, 2000, Del marva Power & Light Conpany

("Del marva" or the "Conpany") filed an application, pursuant to
Virginia Code 8 56-590 B of the Virginia Electric Uility
Restructuring Act ("Restructuring Act"), for approval of a plan
for the functional separation of its generation activities from
its transm ssion and distribution activities (the "Plan").

Del marva's proposed Pl an provides for, anong other things, a

t hr ee- phased divestiture of all its generating units. 1In a

conpanion filing made on April 12, 2000, the Conpany requested


http://www.state.va.us/scc/contact.htm#General

approval s under Chapter 4 ("Affiliates Act") and Chapter 5
("Utility Transfers Act") of Title 56 of the Code of Virginia for
approval to transfer generating facilities and rel ated assets to
its affiliates Conectiv Del marva Generation, Inc. ("CDG'), and
Conectiv Energy Supply, Inc. ("CESI"), and approval of certain
transactions with those affiliates.

Del marva al so seeks approval of the foll ow ng generation
transfers: (1) the sale to PECO Energy Conpany ("PECO') and PSEG
Power, LLC ("PSEG'), of its ownership interests in the Peach
Bottom Nucl ear Generating Station |located in York County,

Pennsyl vani a, and the Sal em Nucl ear Power Generating Station

| ocated in Sal em County, New Jersey ("Phase 1"); (2) the sale to
NRG Energy, Inc. ("NRG'), of its Indian River (Delaware) and
Vienna (Maryland) plants, and its ownership interests in the
Keyst one and Conemaugh (Pennsylvania) plants ("Phase 11"); and
(3) the transfer of its remaining internmedi ate and peaking units
to CDG ("Phase I11").

As part of its filings, Delnmarva al so seeks Comm ssion
determ nations on behalf of itself and its affiliate Atlantic
City Electric ("ACE") pursuant to 8 32 of the Public Uility
Hol di ng Conmpany Act of 1935 ("PUHCA'), 15 U.S.C. § 79z-5a.
Conectiv, Delmarva's parent, is a registered utility holding
conpany subject to PUHCA oversight and regul ation by the

Securities and Exchange Conmi ssion ("SEC').



The determ nations sought under PUHCA are that the Phase |
and Phase Il transfers of nuclear and fossil units, respectively,
by Del marva and ACE to exenpt whol esal e generators and the
designation of these units as "eligible facilities:" (i) wll
benefit consuners, (ii) are in the public interest, and (iii) do
not violate state law. Simlar declarations are sought for
Phase 111 transfers to Delmarva's affiliate CDG and the
transfers by ACE to Conectiv Atlantic Generation, LLC ("CAG').
CDG and CAG anticipate filing applications with the Federal
Energy Regul atory Comm ssion ("FERC') for exenpt whol esal e
generator ("EWG') status for eligible Phase |1l units within the
next twelve nonths or shortly thereafter.

As set forth in Delmarva's February 4, 2000, filing, the
Pl an al so included a proposal for increnental reductions in
Del marva's base rates corresponding with the closing of the
transfers in each of the phases descri bed above, wth a final
cunul ative rate reduction of 2.58 percent for each custoner class
which would remain in effect until January 1, 2004. The
Conpany's Plan al so provides for schedul ed annual increases in
the fuel rates. Fuel rates proposed as part of the Plan would
have equal ed the energy charges specified in a power purchase
agreenent that Del marva recently executed wth PECO Energy
Conpany (the "PECO PPA"). Delmarva al so proposed to collect over

a twelve-nonth period any deferred fuel bal ance that exists



approxi mately 30 days after the date of full divestiture of its
generating units.

Del marva's February 4, 2000, filing also requests that the
Comm ssion find that the Conpany's participation in the PIM
I nterconnection, LLC ("PJM') satisfies the requirenents of 88 56-
577 and 56-579 of the Restructuring Act, or, alternatively, that
the Conpany is not subject to these provisions of the
Restructuring Act because of the geographic isolation of its
Virginia service territory. These provisions of the
Restructuring Act require that incunbent utilities with an
ownership interest in, or entitlenent to, transm ssion capacity
join or establish regional transm ssion entities.

On June 12, 2000, Delmarva filed, by notion, a Menorandum of
Agreenment ("MDOA") between the Conpany and the Staff. The MOA
sets forth the agreenents reached between Del marva and the Staff
for resolution of the issues raised by the Conpany's Pl an.

Del marva's notion requests that the Conmm ssion adopt the
Conpany's Plan, as nodified by the June 12, 2000, MOA. The Staff
filed a Report on June 15, 2000 ("Staff Report"), providing
support for the MOA and furnishing additional informtion
regardi ng the nunerous issues raised by Del marva's proposed Pl an.

Summary of the Menorandum of Agreenent

The Staff and Del marva have proposed in the MOA that the
Comm ssion, in conjunction with its review of Delmarva's filings

descri bed above, adopt certain findings and recomendati ons.



These proposed findings and reconmendations are set forth in

detail in Part 11l of the MOA, and are briefly sunmari zed as

foll ows:

That Del marva be authorized to divest its generation
assets in three separate phases as described inits
February 4, 2000, and April 12, 2000, filings in this
matter, and as further nodified by the MOA;

That in conjunction wth such divestitures, Delmarva's
base rates for its Virginia customers be cumul atively
reduced by $727,542, in intervals linked to the

conpl eti on of each proposed phase of generation

di vestiture;

That Del marva not seek an increase in its production
(non-fuel), transm ssion or distribution rates prior to

January 1, 2001,

That Del marva waive its rights to collect any wires
charge cal cul ated by the Comm ssion pursuant to 8 56-
583 during any period in which such collection would

ot herwi se be authorized under the Restructuring Act;

That Delmarva's current fuel factor of $0.01917 per kW
remain in effect until the earlier of the first day of
the nonth preceded by an interval of at |east 15 days
follow ng the closing date of whichever divestiture
phase is last to close ("Total Divestiture") or

January 1, 2001,



That followng the earlier of January 1, 2001, or the
first day of the nonth preceded by an interval of at

| east 15 days follow ng the date of Total Divestiture,
Del marva's fuel factor be reset at $0.021 per kWh,

whi ch factor shall remain in effect at |east unti
January 1, 2004, and that the action to reset such fuel
rate be acconplished by separate application to the

Comm ssi on made pursuant to 8 56-249. 6;

That effective January 1, 2004, and subject to the
conditions for applicability set forth therein,

Del marva's fuel factor be nodified pursuant to the Rate
Case Protocol (appended as Attachnment 1 to the MOA)
established by the Staff and Del marva, based upon

(i) Delmarva's 1999 generation mx, and (ii) and the

Fuel 1 ndex Procedure (Attachnment 2 to the MJA);

That, as of the earlier of the first day of the nonth
preceded by an interval of at |east 15 days foll ow ng
the date of Total Divestiture or January 1, 2001, an
unrecovered fuel balance of $892, 921 be recovered over
a 24 nonth period, subject to Conm ssion approval under
a separate application by Del marva pursuant to 8 56-

249. 6;

That Del marva's capped rate established pursuant to
8 56-582 and the provisions of the MOA be deened its

default rate pursuant to 8§ 56-585 whenever Delmarva is



a provider of default service during any period in

whi ch capped rates are also in effect;

That, if capped rates under 8 56-582 are term nated, by
Comm ssion action or operation of |aw, on or before
July 1, 2007, or if such rates expire by operation of

| aw on July 1, 2007 and Delnmarva is then, in either
event, a designated provider of default service within
its certificated service territory pursuant to 8 56-585
on or after any such termnation, Delmarva's rates for
such default service be determ ned or redeterm ned
pursuant to the Rate Case Protocol. Such rates shal
becone effective with the term nation of capped rates.
The Rate Case Protocol shall remain operative
thereafter for purposes of determining or redetermning
default rates until such tinme as Delmarva is no | onger
desi gnated as a provider of default service by the

Conmi ssi on pursuant to § 56-585;

That pursuant to the provisions of 8§ 32 of PUHCA,

15 U S.C. 8§ 79z-5a, the Comm ssion find that the
transfer of generation plants and facilities by

Del marva and its affiliate ACE to exenpt whol esal e
generators, as nore fully described in paragraphs 50-56
of Delmarva's February 4, 2000, filing (i) will benefit
consuners, (ii) is in the public interest, and (iii) is

not contrary to state |aw, and



e That Delmarva agree to operate and nmaintain the
distribution systemof its Virginia service territory
at or above current levels of service quality and
reliability.

These proposed recommendati ons and findings are discussed in
detail in the June 15, 2000, Staff Report.

QO her parties appearing in the case

On June 12, 2000, the Conpany filed a notion with the
Comm ssi on seeking disposition of its Plan pursuant to the terns
of the MOA. As noted in the notion, three parties filed Coments
in Case No. PUEOO0086. They are Virginia Electric and Power
Conpany ("Virginia Power"), O d Dom nion Electric Cooperative
("Add Dom nion"), and Commonweal t h Chesapeake Conpany, LLC
(" Commonweal t h Chesapeake") .

None of these parties opposed Del marva's application or
requested a hearing. Mreover, these three parties have revi ened
the MOA and do not oppose it. Attached to the Conpany's June 12,
2000, notion were letters fromeach of these three parties
stating that they have no opposition to the MOA or to expedited
di sposition of this matter by the Conm ssion. The attached
| etters al so acknowl edge that no hearing has been scheduled in
this matter, and none requests a hearing.

The Restructuring Act's provisions governing
functi onal separation

As noted in the Staff Report, Delmarva's application to

di vest its generating assets as part of a functional separation



pl an represents the first such proposal received by the

Cormi ssion. B As such, Delmarva's proposed Plan rai ses a nunber
of issues where there is no precedent. These issues bear
directly on the balancing of utility and ratepayer interests that
is recognized in the Restructuring Act. The Restructuring Act
sets forth a nunber of conditions and considerations for
functional separation. Specific requirenents for separation are
set forth in 8 56-590 of the Code of Virginia. |In particular,

8§ 56-590.B 3 states:

Consistent with this chapter, the Conm ssion
may i npose conditions, as the public interest
requi res, upon its approval of any incunbent
electric utility's plan for functional
separation, including requirenents that

(i) the incunbent electric utility's
generation assets or their equivalent remain
avai l able for electric service during the
capped rate period as provided in 8§ 56-582
and, if applicable, during any period the

i ncunbent electric utility serves as a
default provider as provided for in 8 56-585,
and (ii) the incunbent electric utility
recei ve Conmm ssion approval for the sale,
transfer or other disposition of generation
assets during the capped rate period and, if
applicabl e, during any period the incunbent
electric utility serves as a default

provi der.

The Conpany's proposed Plan may al so have inplications with
respect to the pricing of default services as provided for under

the Restructuring Act. Section 56-585.C states that:

! Moreover, Delmarva's filings were received prior to the Conmission's

April 18, 2000, Order Prescribing Notice and Inviting Comrents concerning
proposed functional separation rules in Case No. PUA000029. Final rules have
not been pronul gated in that case.



The Conmm ssion shall, after notice and
opportunity for hearing, determ ne the rates,
terms and conditions for such services
consistent with the provisions of

subdi vision B 3 and Chapter 10 (8 56-232 et
seq.) of this title and shall establish such
requi renents for providers and custoners as
it finds necessary to pronote the reliable
and econom ¢ provision of such services and
to prevent the inefficient use of such
services. The Comm ssion may use any rate
nmet hod that pronotes the public interest and
may establish different rates, terns and
conditions for different classes of

cust oners.

As noted in the Staff Report, subdivision B 3 of § 56-585
indicates that rates for default service should provide fair
conpensation for utilities and reflect any cost of energy
prudently procured, including energy procured fromthe
conpetitive market. Chapter 10 of Title 56 of the Code of
Virginia provides for traditional cost of service ratenaking,
whi ch may, in appropriate circunstances, include the cost of
energy prudently procured fromthe conpetitive market.

Di vestiture of the Conpany's generating units w thout provisions
requiring the availability of alternative resources that are
equi valent wth respect to both price and reliability could
ultimately produce higher rates for default services if the

mar ket cost of power is in excess of what costs woul d have been
absent divestiture. Alternatively, simlarly priced but |ess
reliable service mght result. The Conpany's original Plan

sought to assure that equival ent resources woul d be nade

10



available froma reliability perspective but not froma price
perspecti ve.

Simlarly, the Conpany's proposed divestiture has
i nplications regardi ng capped rates as provided for in 8 56-582
of the Restructuring Act. Section 56-582.B provides for the
adj ust nent of capped rates in connection with fuel costs, which
have traditionally included certain costs associated with
purchased power. As enphasized in the Staff Report, the
Conpany's Plan woul d effectively renove the enbedded cost of its
generating assets from base rates and recover purchased power
costs through the fuel factor. As such, the Conpany's overal
rates could potentially exceed what Del marva's capped rates would
have been if the Conpany had not divested its generating assets.
Consequent |y, ratepayers would be deprived of rate cap
protections if energy acquired fromconpetitive markets reflects
a higher cost than woul d have been incurred had Del marva
continued to own its generation and these higher purchased power
costs were recovered through the fuel factor.

The proposed divestitures

Delmarva's Plan calls for the conplete divestiture of its
generation assets. The MOA proposes a tineline, different from
t he Conpany's original proposal, in which as soon after May 31,
2000, as regul atory approvals can be obtained, including those of
this Comm ssion, the follow ng transacti ons woul d be conpl et ed:

(1) the sale of Delmarva's Phase | mnority interests in certain

11



nucl ear facilities; (ii) the Phase IIl transfers of certain
fossil-fueled internmedi ate and peak-load facilities to an
affiliate; and (iii) the internediate transfer of Del marva's

mnority interests in the Keystone and Conemaugh plants (part of

the Phase Il transfers) to CDG a Delmarva affiliate. This
interimtransfer wll provide federal incone tax benefits to
Conectiv, Delmarva's parent conpany. Phase Il is scheduled for

conpl etion on or about August 31, 2000, when (i) CDG transfers

t he Keystone and Conemaugh plant interests to NRG (ii) Del marva
transfers its Indian R ver and Vienna power plants to NRG and
(ti1) Delmarva and ACE transfer certain land, facilities and
interests to NRG

In connection with these proposed transfers and sal es,

Del marva has agreed to Staff's proposal of an overall base rate
revenue decrease of $727,542. The reduced base rates woul d be
cal cul at ed based on billing determ nants consistent with a test
year ending July 31, 1999, as reflected in the February 4, 2000,
filing. These base rate reductions would be inplenented in
phases concurrent with the overall phasing of the generation
asset divestitures proposed by Del marva.

The MOA further provides that the Phase | transfers wll
trigger a base rate decrease of $197,566, which will be applied
by reducing residential, general service-secondary, general
service-primary, and |lighting base rates by $96, 835, $62,127,

$35, 499, and $3, 105, respectively. The Phase Il transfer will

12



pronpt a base rate decrease of $277,740, and the Phase Il sales
will initiate a further base rate reduction of $252,236. The
Phase Il decrease will be inplenented by applying reductions of
$123, 631, $79, 318, $45, 322, and $3,965 to residential, general
servi ce-secondary, general service-primary, and |lighting base
rates, respectively. The Phase Ill reduction will be applied to
residential, general service-secondary, general service-primry,
and lighting base rates by $136, 132, $87, 338, $49, 905, and

$4, 365, respectively. Delmarva and Staff propose to defer for

| ater consideration by the Comm ssion the issue of whether the
base rate reductions set forth in the MOA should be assigned to
t he producti on conponent of rates or proportionately assigned
anong production, transm ssion, and distribution conponents of
rates.

Fi ndi ngs concerning capped rate service

As discussed in the Staff Report, as originally proposed,
Del marva's Pl an woul d have decreased overall rate revenues by
2.58 percent once all three phases of the Conpany's proposed
di vestiture had been conpleted. As set forth in the Conpany's
February 4, 2000, filing, this rate change woul d have been
acconpl i shed through a 24.12 percent base rate reduction and a
fuel factor increase of 64.01 percent. Interimbase rate
reducti ons woul d have been inplenented with each phase of the
proposed divestiture. The proposal also provided for schedul ed

i ncreases in purchased power costs as provided for in the PECO

13



PPA. The reduced base rates and fuel factor, with schedul ed

i ncreases, would have remained in effect until January 1, 2004.
From that point forward, Del marva had proposed to reset its fuel
factor at a level sufficient to recover the cost of power
prudently procured fromthe conpetitive narket. The Conpany al so
proposed to recover any deferred fuel bal ance existing at the
time of full divestiture over a 12-nonth peri od.

Del marva's original Plan could have resulted in higher
rates. Capped rates would be higher in the future if the cost of
power procured fromthe conpetitive market is higher than what
t he enbedded costs of the Conpany's generating assets woul d have
been. The proposed MOA sets forth a nunber of provisions that
seek to resolve this potential problemand to assure that the
Conpany's custoners are not adversely inpacted by the proposed
divestiture. The estinmated revenue inpacts of these provisions
were summari zed as Attachnment A to Del marva's June 12, 2000,

notion. Under the MOA, Del marva has agreed to:

e reduce base rates in phases with an ultimte reduction of
$727,542;

« forego any collection of wires charges as provided for
under the Restructuring Act;

* not seek an increase in its production (non-fuel),
transm ssion or distribution rates prior to January 1,
2001;

* maintain its currently operative fuel factor of
1.917 cents per kilowatt hour ("¢/kWh") until the earlier
of the first day of the nonth preceded by an interval of
at | east 15 days follow ng conplete divestiture or
January 1, 2001, without a continued deferral of fuel

14



costs;

e reset its fuel factor to 2.1¢/kWh through a separate
application upon the earlier of conplete divestiture or
January 1, 2001, and to freeze the fuel factor at that
| evel without any further deferral of fuel costs until
January 1, 2004,

* establish a fuel index nmechanismfor determning its fuel
factor effective January 1, 2004, and until the end of
the capped rate period and the elimnation of Del marva's
default service obligations; and

e |ock-in and collect a reduced deferred fuel bal ance of
$892, 921 over a 24-nonth peri od.

W find that the above provisions are in the public interest
and that they will benefit Delmarva's custoners. Cearly the
base rate reductions and the Conpany's wllingness to forego any
collection of wires charges as provided for under the
Restructuring Act provide benefits to ratepayers. Additionally,
Del marva's waiver of its statutory entitlenent under 8§ 56-582 of
the Restructuring Act to seek a rate increase prior to January 1,
2001, al so provides potential benefits to custoners since the
Conpany coul d have requested a one-tine increase in its capped
rates for the period ending January 1, 2004,

As pointed out in the Staff Report, however, the Conpany's
filings in this matter did not provide public notice of the
proposed fuel factor increase included in the MOA and descri bed
above. Accordingly, this increase nust be formally requested in

a separate filing by the Conpany.

15



Fi ndi ngs concerning default service

As noted earlier and as discussed in the Staff Report,
Del marva's original Plan detailed in its February 4, 2000, filing
stated that in conjunction with the proposed divestitures, the
Conmpany would conmt to purchase power from conpetitive markets
for the purposes of neeting any on-going default service
requi renents inposed by the Comm ssion pursuant to 8 56-585 of
the Restructuring Act. As discussed in the Staff Report, the
Conpany's application indicated that the proposed Plan woul d
satisfy any requirenent that it be required to retain generating
assets or their equivalent pursuant to 8 56-590. B since Del marva
was commtted to acquiring capacity and energy to serve its
Virginia retail |oad through purchased power agreenents and its
nmenbership in PIM On page 19 of its February 4, 2000,
application, the Conpany stated that reliability would not be
af fected under this approach since "a change in ownership of the
power plants, by itself, will neither change the availability of
power in the PIJMregion nor the anmount of power delivered into
Del marva's Virginia service area." The Staff Report observes
that the Conpany's filing apparently did not contenplate the
possibility that an equival ency requirenment could be construed to
require pricing equival ency given the ratenaking provisions for
default service as set forth in 8 56-585 of the Restructuring

Act .
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The Staff was concerned that the Conpany's proposed
divestiture could ultimately produce higher rates for default
servi ce provided by Del marva since conpetitive power costs could
exceed costs that woul d have been associated with continued
ownership of the Conpany's existing generating assets. @ ven
these uncertainties, the Staff stated that it felt it could not
support Del marva's original Plan.

The MOA, however, seeks to resolve this issue by
establishing a Rate Case Protocol that would assure that the
generation conponent of future rates is no higher than it would
have been had Del marva continued to own its existing generating
assets. The Rate Case Protocol al so recognizes that Del marva's
enbedded cost of generation could change over tinme and
establ i shes nechani snms for adjusting future rates accordingly.
W agree with Staff that the Rate Case Protocol represents an
effective neans of neeting the requirenents of the Restructuring
Act, thus allowing Delmarva to nove forward with its proposed
divestiture relatively quickly.

Fi ndi ngs concerni ng separation of transm ssion function

Del marva al so seeks a Commi ssion determ nation that the
Conpany's participation in PIMsatisfies elenments of the
Restructuring Act requiring incunbent utilities with an interest
in transm ssion capacity to join or establish regional

transm ssion entities. In the MOA and its report, Staff

17



generally concurs that Delmarva's participation in PIMw | |
likely be in conpliance with the Restructuring Act.

As noted by the Staff, however, the Comm ssion has initiated
Case No. PUE990349 to pronulgate rules regarding utility
participation in regional transm ssion entities and such rules
could potentially set forth requirenents that are not satisfied
by Delmarva's participation in PIM Consequently, we w || defer
any ruling regarding the Conpany's RTE participation until such
rul es are adopt ed.

Fi ndi ngs concerni ng proposed transfers of
generation and rel ated assets

On April 12, 2000, Delmarva, CDG and CESI, filed an
application seeking approval to transfer to CDG and CESI certain
Del marva generation assets and related | and, inventories, and
ot her assets, which requires approval under the Affiliates Act.
Del marva is al so requesting approval under the Utility Transfers
Act to transfer two peak-1oad power plants that are physically
| ocated in the Coomonwealth to CDG  Such filing was subsequently
suppl emented with certain forns of agreenments and contracts filed
on May 8 and May 26, 2000, respectively. Delnmarva also seeks a
Comm ssion determ nation required by PUHCA for the transfer of
Del marva and ACE generation facilities and their subsequent

treatment as "eligible facilities. "B

2 The facilities of Delmarva and ACE are set forth in Appendices A and B,
respectively, of Delmarva's February 4, 2000, application.
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In its April 12 application, Del marva specifically requests
(1) approval to transfer several power plants and rel ated
ancillary assets, inventories, permts, licenses, contracts, its
interest in a natural gas pipeline, and its rights and
obligations in the Merrill Creek Reservoir to CDG (ii) approval
to transfer fuel inventories, fuel, and associ ated fuel
transportation contracts to CESI; (iii) approval of
I nt erconnecti on Agreenents with CDG to the extent the Conmm ssion
does not believe it is preenpted by the FERC, (iv) approval of a
Service Agreenent and any rel ated transaction agreenents of |ess
than one-year's duration with CESI; (v) approval to transfer
whol esal e and retail electric and gas contracts that have been
executed in price-deregul ated markets and the rel ated portfolios
of supply contracts used to support such sales to CESI; and
(vi) approval to transfer the peaking units | ocated at Bayvi ew
and Tasley, Virginia, to CDG

W agree with Staff that approval s sought pursuant to the
Affiliates Act and Utility Transfers Act descri bed above should
be granted in this proceedi ng consistent with the statutory
requi renents of 8 56-77 of the Affiliates Act and 8§ 56-90 of the
Uility Transfers Act. Specifically, we find that the approvals
sought pursuant to the Affiliates Act are in the public interest.
Additionally, we find that the approval sought pursuant to the
Uility Transfers Act will not inpair or jeopardi ze adequate

service at just and reasonable rates. Finally, we find that the
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transfer of the Bayview and Tasl ey peaking units to CDGis also
in the public interest, as required under the Affiliates Act.

W note that the Staff has proposed conditions to be placed
on these transactions under the Affiliates Act and the Uility
Transfers Act. W find these conditions to be reasonable, and we
understand that the Conpany has no objection to them
Accordingly, we will incorporate theminto our Order in this
matter, as set forth bel ow

Finally, because of the protections afforded Del marva's
custoners enbodied in the MOA, including the Rate Case Protocol
and upon consideration of the laws of Virginia, we find that the
transfer of generation facilities by Del marva and ACE, resulting
in such plants becoming "eligible facilities" under PUHCA,

(1) wll benefit consumers, (ii) is in the public interest, and
(1i1) does not violate state | aw

Accordingly, IT IS ORDERED THAT:

(1) Delmarva's Plan for the functional separation of its
generation fromtransm ssion and distribution, through
divestiture of its generation assets, as nodified by the June 12,
2000, Menorandum of Agreenent between Del marva and t he Comm ssion
Staff is hereby approved.

(2) Delmarva shall make a separate application pursuant to
8 56-249.6 for authority to increase its fuel rates in accordance
with the provisions of the June 12, 2000, Menorandum of

Agr eenent .
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(3) In accordance with the provisions of § 32 of PUHCA,

15 U.S.C. 8§ 79z-5a, we find that the transfer of generation
facilities by Del marva and ACE to exenpt whol esal e generators and
to affiliates that may seek to qualify as exenpt whol esal e
generators, as nore fully described in paragraphs 50-56 of

Del marva's February 4, 2000, filing: (i) will benefit consuners;
(ii) isin the public interest; and (iii) is not contrary to
Virginia | aw

(4) Delmarva shall make such additional and further filings
as may be required in conjunction with the Comm ssion's
promul gation of final rules governing functional separation
pursuant to 8 56-590 and regional transm ssion entities pursuant
to 88 56-577 and 56-579 of the Restructuring Act.

(5) The approval s sought by Del marva, CDG and CESI
pursuant to the Affiliates Act and Uility Transfers Act, are
granted in this proceeding consistent with (i) the terns of the
Menor andum of Agreenent and (ii) the requirenents of 8§ 56-77 of
the Affiliates Act and 8 56-90 of the Uility Transfers Act. In
conjunction with Delmarva's filings under the Affiliates Act and
Uility Transfers Act, the follow ng conditions shall be placed
on such transacti ons:

a) That there will be no change in the terns and
conditions in the formof the Asset Transfer
Agreenents, Assignnent and Assunption Agreenents,

Easenent and License Agreenent, and the Merrill
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b)

d)

f)

Creek Subl ease included in the application wthout
prior Comm ssion approval;

That neither Del marva, CDG nor CESI shall assert in
any forumthat the Conm ssion's jurisdiction over
rates, charges, ternms, and conditions of utility
service, or services, transfers of utility assets,
the determ nation of appropriate capital and
corporate structure, and establishnent of retai
rates i s preenpted,

That any approvals granted shall have no ratenmaking
i nplications except as provided for in the

Menor andum of Agr eenent;

That in regard to the Service Agreenent between

Del marva and CESI, the Comm ssion shall not be
precluded fromexercising its authority under the
provi sions of 88 56-78 through 56-80 of the
Affiliates Act;

That the Conm ssion reserves the right to exam ne

t he books and records of any affiliate in connection
with the authority granted whether or not the

Commi ssion regul ates such affiliate;

That neither Del marva, CDG nor CESI shall assert,
in any future proceeding, that the Conm ssion's
ratemaki ng authority is preenpted by federal |aw

Wi th respect to the Comm ssion's retail ratenmaking
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9)

h)

1)

treatnment of any charges fromany affiliate to

Del marva or fromDelmarva to any affiliate;

That the transfer or assignnment by Del marva of any
real or personal property not included in the
application to any affiliate or non-affiliate shal
requi re additional Comm ssion approval in accordance
with 8§ 56-77,

That within 60 days follow ng the conpletion of al
transactions under all agreenents in the
application, Delnmarva shall file a report with the
Comm ssion's Division of Public Utility Accounti ng.
Such report shall include date of transfer,
description of each asset, book value, and the
accounting entries reflecting the transactions;

That Del marva shall file with the Conm ssion's
Division of Public Utility Accounting a copy of the
quarterly FERC reports summari zi ng each transaction
wi th CESI;

That Del marva shall include all transactions under
the O8M Agreenent with CDG | nterconnection
Agreenents with CDG and Service Agreenent and

rel ated Short-term Transaction Agreenents with CES
inits Annual Report of Affiliated Transactions
filed with the Conm ssion's Director of Public

Uility Accounting; and
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k) That any approvals granted may be subject to
nodi fication or revoked in connection with the
Comm ssion's pronul gation of rules in Case
Nos. PUE990349 and PUA000029 under the Restructuring
Act .
(6) This matter shall be continued generally, subject to

the continuing review, audit, and appropriate directive of the

Conmi ssi on
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